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On September 22,2009, on motion of Supervisor Ridley-Thomas, your Board instructed
the Chief Executive Officer (CEO) to: 1) Review the issues of disallowed costs

associated with audits of group homes/foster family agencies (GH/FFA), including a
review of policy guidelines and a corrective action plan to correct all irregularities; and
create a workgroup to include the departments of the Auditor-Controller (Auditor),
County Counsel, and the Department of Children and Family Services (DCFS) to
provide an updated list of those agencies that are out of compliance, and determine if it
is feasible to collect from such agencies; and 2) Work with DCFS and the Association of
Community Human Service Agencies (ACHSA) to meet and discuss the feasibility of
developing new and innovative programs with GH/FFAs using existing funding to
compensate for the ten percent State reductions in their funding rates and report back in
30 days.

On November 5, 2009, we reported on the status of our review of the issues of
disallowed costs and the feasibility of developing new and innovative programs with
GH/FFAs using available Title IV-E Child Welfare Reinvestment funds. This is our final
report on this matter.

"To Enrich Lives Through Effective And Caring Service"

Please Conserve Paper - This Document and Copies are Two-Sided
Intra-County Correspondence Sent Electronically Only
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Disallowed Costs

The workgroup, consisting of the representatives of the CEO, Auditor, County Counsel,
DCFS and the Treasurer-Tax Collector (TTC) met to carry out your Board's directives.
These efforts included a detailed review of the GH/FFA fiscal audit report settlement
process and guidelines; analysis of the procedures used in collection of questioned
costs; review of the roles and responsibilities of the TIC and DCFS in the collection
process; and an analysis of the impact of Senate Bill 84 (SB 84) Overpayment
Recovery for Foster Care Providers.

As a result of our review, we are proposing changes to the audit process which will
reduce the timelines to issuing the Auditor's final report and correct deficiencies in the
existing process. They include:

1. A revision of the fiscal audit report process (Attachment I) and flowchart

(Attachment II) to shorten timelines and improve effectiveness;

2. Ensuring DCFS sustains a technical in-house audit manager and support staff to
provide an appropriate structure to better comply with the contract fiscal audit
process, achieve timely corrective action plans, and audit settlements;

3. Improved coordination with TTC to establish repayment plans with the GH/FFA once
disallowed costs are identified, the audit report is issued, and the GH/FFA does not
honor DCFS' demand for payment in full;

4. Extends Auditor's involvement through the report settlement process, including
working with DCFS up to the point where DCFS is ready to prepare its corrective
action plan;

5. Working with the Auditor and County Counsel to amend the existing GH/FFA
contracts to more clearly address issues such as: how reasonable Executive

Compensation will be determined; the effect Contractor donations/contributions on
questioned costs, etc.; and

6. Working with the State for clarification on Regulation 11-425.1.122(a) which requires
the County to determine whether a new or existing Board of Directors member,
Executive Director, licensee and Program Administrator is capable of effective and
efficient operation of a GH/FFA. Specifically, whether the County can use

information from County audits, either in conjunction with information received from
the State Audit and Rates Division or based solelý on County audit information, to
make the determination required pursuant to Regulation 11-425.1.122(a).
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We believe the revised settlement process fully incorporates the workgroup's
recommendations and corrective actions necessary to streamline the audit reporting
process. We wil continue to review the process and implement changes, as necessary,
to ensure that the fiscal audits of GH/FFAs are conducted and completed in a timely
and efficient manner.

Impact of sa 84 Overpayment Recovery For Foster Care Providers

While the efficiencies listed above will streamline and shorten the timelines to issuing
the Auditor's final report and settlement of disallowed costs, these efforts are partially
offset by the implementation of SB 84 Emergency Regulations. The California
Department of Social Services (CDSS) advised County Counsel that Emergency
Regulations for SB 84 would provide for additional application of State regulations and
due process activities. This anticipated change will impact and extend the revised fiscal
review and collection process from 90 to 180 days.

In summary, once the Final Draft Fiscal Audit Report and the required State Notice of
Action (NOA), State Form 1261 has been issued to the audited GH/FFA, the NOA will
provide agencies the opportunity to request an informal hearing to be conducted by
DCFS, with cooperation of the Auditor, a State hearing or both. The agency must
request an informal hearing within 30 days and, if dissatisfied, will have 90 days from
the date of the informal decision to request a State Hearing. If the agency fails to
request an informal hearing within 30 days, the agency must request a State Hearing
within 90 days of the mailing of the NOA.

Please note that until CDSS issues their response to and holds the hearing on final
regulations, the full impact of SB 84 Overpayment Regulations on the revised fiscal
review and collection process cannot be determined. We will notify your Board should
the State's final regulations be substantially different than the emergency regulations
described above. Otherwise, we will work with the Auditor, County Counsel and DCFS
to incorporate the State's regulations into the County's fiscal audit process.

Current List of GH/FFAs Out-of-Compliance

As of September 22, 2009, there were 18 GH/FFAs reported as out-of-compliance with
County fiscal guidelines with a total amount of disallowed costs of $3.9 million. Since
then, DCFS has submitted demand for payment letters to each agency and is working
with TTC to obtain settlement agreements to collect the unallowable costs where
feasible.
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enumerated in the Act. Further, effective December 14, 2009, DCSS was instructed to
adjust the current standard rates paid under the RCL system to GHs. The newly
imposed rate structure was issued by CDSS and equates to between a 32 percent to
35 percent increase to the current RCL rates at an estimated cost of $67 million
annually ($26 million in net County cost).

As a result, in conjunction with DCFS, we determined that funding is not available to
augment current GH/FFA contracts to pay for new and innovative services.

If you have any questions or need additional information, please contact me or your
staff may contact Kathy House, Acting Deputy Chief Executive Officer at
(213) 974-4530 or via email at khouseccceo.lacountV.Qov.

WTF:KH:DS
BM:ljp

Attachments

c: Executive Office, Board of Supervisors

Auditor-Controller
Children and Family Services
County Counsel
Treasurer and Tax Collector

ACHSA funding Audits.bm
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As of March 31, 2010, there are 25 GH/FFAs reported as out-of-compliance with a total
amount of disallowed costs of $4.9 millon (Attachment III), all of which have been
turned over to TIC for collection. Only two of the 25 delinquent contractors currently
contract with DCFS. The two active contractors have signed repayment agreements
and are less than 30 days late on their monthly payment. If any agency holding an
active contract with DCFS becomes delinquent by more than 60 days, DCFS in tandem
with the TIC will send out a notice that the delinqLÌent agency is in jeopardy of being

placed on a Do Not Refer list. Two other agencies that do not have an active contract
with DCFS have also signed repayment agreements, but are less than 30 days late on
their monthly payment.

Should any of the agencies not enter into a settlement agreement with the County, TTC
will pursue collection of the amounts owed as appropriate. Further, SB 84 regulations
did not go into effect until July 1, 2009. Discovery of overpayments prior to that
date will not be subject to SB 84 regulations. The regulations are not retroactive
in application.

Feasibility of Developing New and Innovative Programs with GH/FFAs Using
Available Title IV-E Child Welfare Reinvestment Funds

In addition to the issue of disallowed costs, your Board directed DCFS, in conjunction
with the CEO, to work with ACHSA on the development of new and innovative services
and to assess the feasibility of using available funding to augment current GH/FFA
contracts to pay for these services. The intent of this effort is to assist the GH/FFAs in
dealing with the impact of the ten percent rate reduction imposed by the State effective
October 1, 2009, by providing other services required by DCFS.

As previously reported, DCFS, Probation, ACHSA, and several GH/FFA representatives
met several times to identify new and innovative services which could be provided.
Although a list of potential services was identified and a consensus reached, on
November 4, 2009, the United States District Court (Federal Court) imposed a

Temporary Restraining Order (TRO) against the State barring the implementation of the
rate reduction for federally eligible youth in GHs. Further, on December 18, 2009, the
Federal Court issued another injunction enjoining the State from implementing the GH
rate reduction for both federally eligible and non-federally eligible youth. Subsequently,
the CEO, DCFS and ACHSA reconvened the workgroup to develop alternative
proposals.

However, on February 24, 2010, the Federal Court found that the standard rates paid
under California's Rate Classification Level (RCL) system violate the Child Welfare Act
(Act) because the State does not "cover the cost" of providing items and services



ATTACHMENT I

AUDITOR-CONTROLLER/DEPARTMENT OF CHILDREN AND FAMILY
SERVICES FISCAL REVIEW AND COLLECTION PROCESS FOR FOSTER

FAMILY FOSTER CARE SERVICES AGENCYS

Purpose of Fiscal Audit Review

The purpose of the fiscal audit review will be to determine whether, pursuant to the
Agreement, Foster Family foster care services monies are appropriately accounted
for and expended on reasonable and allowable expenditures in providing the
necessary care and services for children placed by the County and served by the
Agency. The Auditor-Controller (A-C) staff also evaluates the adequacy of the
Agency's accounting records, internal controls, and compliance with the Agreement
and applicable federal and State regulations governing the disbursement of foster
care funds.

Entrance Conference

Prior to the entrance conference, the A-C staff wil have reviewed the Agency's
Program Statement and Agreement to become familiar with the program and to
identify questions or issues to be addressed or clarified during the entrance
conference.

The entrance conference permits the Agency and the A-C staff to discuss the scope
of the review. The A-C staff will introduce themselves, give a brief summary of the
review objectives, discuss the Agency's operating hours, work space, and the
Agency's fiscal audit contact person, and perform an inventory of the Agency's
recor~s requested in the confirmation letter. The Agency should ensure appropriate
fiscal personnel are in attendance to answer any questions and discuss any
concerns and problems encountered with the Agency's records.

Preliminary

The preliminary work wil start after the entrance conference. This phase is an
educational process for the A-C staff. All requested documentation must be made
available to the A-C staff, including but not limited to, employee records, children's
case files çontaining clothing and food receipts, and those records identified in
Section 19.0, Records and Investigations, of the Agreement.

Preliminary work will consist of becoming familiar with the Agency's accounting
system and financial and accounting records, and evaluating its system of internal
controls. From this work, the A-C staff wil determine how the records wil be tested
and the extent of detailed testwork that will be performed in each area (i.e., billngs,
salaries, non-personnel expenditures, etc.).

Page 1 of6
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It is important for the Agency to have its financial and accounting records available
or prepare final schedules detailing all financial activities of the Agency for the fiscal
audit review period. This wil expedite the review and provide the A-C staff with the
population of transactions subject to review.

Detailed Field Work

The detailed fieldwork is an extension of the preliminary work and involves a more
in-depth review of accounting and financial records, documents and transactions.
The A-C staff will be requesting information from the Agency in the various areas
under review. The duration of detailed fieldwork varies and may take from a few
weeks to several months to complete, depending on the Agency's availability,
condition of, and availability of the account records, and other variables.

Preliminary findings will be verbally discussed with the Agency during this stage of
the review.

Pre-Exit Meeting

Upon completion of the fieldwork, a pre-exit meeting will be held with the Agency.
During the pre-exit meeting, theA-C staffwill provide the Agency with a Summary of
Preliminary Findings and wil discuss the preliminary findings and recommendations
from the fiscal audit. The Agency will have the opportunity to comment, and ensure
that all relevant documentation has been obtained. Absent extenuating
circumstances, a due date of no less than ten (10) business days, from the date of
the Agency's pre-exit meeting, will be set by the A-C staff for the Agency to present
additional documentation in response to the preliminary findings. Documentation
provided after the due date may not be reflected in the draft fiscal audit report
and/or may delay completion of the fiscal audit process.

Preliminary Draft Fiscal Audit Report

Approximately 30 calendar days after the due date for receipt of additional
information from the Agency, the A-C staff wil issue to the Agency a preliminary
draft fiscal audit report, which contains preliminary draft findings and

recommendations. The preliminary draft fiscal audit report wil be faxed, mailed or
emailed to the Agency's Executive Director. A copy of the preliminary draft fiscal
audit report will also be provided to DCFS.

After receipt of the preliminary draft fiscal audit report, the Agency may request an
exit conference with the A-C and DCFS staff to discuss the preliminary draft fiscal
audit report. If the Agency desires an exit conference, the Agency must submit its
request in writing to the A-C either by letter, or via electronic mail, within 15 calendar
days following receipt of the preliminary draft fiscal audit report. If the Agency does

Page 2 of 6
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not request an exit meeting in writing within the allowable time period, the Agency
will be deemed to have waived the right to an exit conference.

Exit Conference

The exit conference will be held in person, or if mutually agreed upon, by telephone
or teleconference, and participants will include the A-C, DCFS and the Agency's
staff/management and non-legal representatives who are knowledgeable of the
events in relation to the preliminary draft fiscal audit report being discussed.

The purpose of the exit conference is to discuss the content of the preliminary draft
fiscal audit report and any proposed wording or factual changes which may be
sought by the Agency.

In addition, at the exit conference, the Agency may provide additional

documentation related to the findings and recommendations included in the
preliminary draft fiscal audit report. After the exit conference, the A-C and DCFS
staff wil review the documentation and determine its effect, if any, on the findings
and recommendations. The A-C and DCFS staff will revise the preliminary draft
fiscal audit report, as the A-C and DCFS determine it is appropriate. The
preliminary draft fiscal audit report updated for any revisions deemed appropriate by
the A-C and DCFS will herein be referred to as the final draft fiscal audit report.

· NOTE: In general, the A-C and DCFS will not review any additional
documentation, which the Agency provides, related to the findings and
recommendations in the preliminary draft fiscal audit report, at any time
subsequent to the exit conference. However, in the event extenuating

circumstances exist, the A-C and DCFS may at their sole discretion, consider
additional documentation submitted subsequent to the exit conference. The
Agency should therefore be sure to provide all information, which it deems
relevant at the exit conference to ensure that it is taken into consideration.

The A-C and DCFS staff will notify the Agency via phone, fax or email of any
revisions to the preliminary draft fiscal audit report.

A-C Issues Final Draft Fiscal Audit Report

The Final Draft Fiscal Audit Report shall be sent to the Agency with the required
state Notice of Action (NOA), State Form 1261. The NOA provides for an informal
hearing to be conducted by DCFS, with cooperation of the A-C's office, a State Fair
Hearing or both.

The informal hearing must be requested by the Agency within 30 days of the mailing
or hand delivery of the NOA. The State hearing must be requested within 90 days
of the mailing or hand delivery of the NOA. If an Agency requests both forms of the
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hearing, the Agency will be required to timely request the informal hearing first.
During the informal hearing process, the 90-day period for State hearing will be
suspended. After DCFS concludes the informal hearing and a decision is issued by
letter, the Agency will have 90 days from mailing of the informal hearing decision to
request a State hearing on expenditures not in conformity with State regulation.

Agency Response to Final Draft Fiscal Audit Report

The Agency wil have 30 days to review the final draft fiscal audit report and submit
a response. At this time, the Agency should also respond to administrative due
process required by State Regulations MPP 45-304 through 45-306.

Within thirty (30) calendar days of the date the final draft fiscal audit report is sent to
the Agency, the Agency shall submit a response to the findings and
recommendations, via first-class mail, to the DCFS Fiscal Monitoring Section. The
response should address each of the findings affecting the Agency's operations,
including, but not limited to compliance/internal control issues and identified
questioned expenditures, and indicate corrective actions planned or already taken.

As to the corrective actions planned, the Agency shall identify the dates that
corrective action wil be implemented and completed. The response should also
include the Agency's position on due process.

Three anticipated responses by the Agency, which could occur within 30 day period:

1. The Agency could respond by agreeing to enter into a voluntary repayment
agreement for the amounts noted by the audit and wil waive the due process
rights provided by the NOA. The Agency will submit or has submitted a Fiscal
Corrective Action Plan (FCAP). The matter will be referred to TIC to develop
the voluntary repayment agreement. The voluntary repayment agreement shall
contain the language provided for by State Regulations 45-305, including the
Agency's recognition that by signing the voluntary repayment agreement the
Agency wil waive rights to appeal the overpayment determination.

2. If the Agency fails to submit any response within 30 days, the Agency will have
waived its right to the informal hearing process. DCFS shall wait an additional
60-day period to determine if the Agency will seek further due process through
State hearing, prior to taking any additional actionto collect on the audit findings.
However, DCFS may, within the 60-day period, continue to request that the
agency provide the FCAP.

3. The Agency issues a response, including a FCAP, but questions the A-C
findings and requests due process provided by State Regulations 45-304

through 45-306. The Agency can request an informal hearing within 30 days of
the mailed or hand delivered NOA, a State Fair Hearing within 90 days of the
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mailed or hand delivered NOA, or both. If both are requested, the delay could
total 180 days or more, before completion of due process offered by State
regulations.

DCFS Actions in Response to Final Draft Fiscal Audit Report

If an Agency responds to the audit findings by agreeing to enter a voluntary
repayment agreement, waving due process, and providing the written response for
FCAP, DCFS shall immediately refer the Agency to TTC to prepare and enter into
the voluntary repayment agreement with the Agency. DCFS will evaluate the
adequacy of the Agency's written response to the final draft audit report and
incorporate the Agency's written response into the DCFS' FCAP process. DCFS
will provide the Agency and the A-C Audit Division, within 15 calendar days, the final
FCAP setting forth the required DCFS corrective action plan. Should the Agency
not comply with the Corrective Action Plan after entering into the voluntary
repayment agreement, DCFS may, in its sole discretion, exercise any and all
remedies, including but not limited to placement of Agency on Do Not Refer or Do
Not Use status.

If the Agency fails to provide a response to the final draft fiscal audit report and NOA
within 90 calendar days from the date of mailing or delivery to the Agency, the
report shall be finalized and issued to the Board of Supervisors (Board). DCFS wil

. make demands for payment in full and forward the matter to TIC for further
collections processes. DCFS, in its sole discretion, may also exercise any and all
remedies, including but not limited to placement of Agency on Do Not Refer or Do
Not Use status.

If an Agency responds and requests State regulatory due process, upon completion
of State regulatory due process in favor of the County or partially in favor of the
County's audit findings, DCFS shall issue a demand letter for the amount noted by
the State decision and forward the matter to TIC for collection. Further, DCFS may,
in its sole discretion, exercise any and all remedies, including but not limited to
placement of Agency on Do Not Refer or Do Not Use status. However, if the
Agency obtains a successful finding which absolves the Agency of the entire
amount, as set forth in the A-C final draft audit report, the County shall cease
collection.

Final Report to the Board

The A-C and DCFS will make every effort to issue the final report, with the Agency's
response attached, to the Board at the completion oftime allowed to file requests for
due process. The Agency will be provided with a copy of the final report at the same
time as it is issued to the Board. The final report along with the Agency's response
and DCFS' FCAP will be posted on the A-C website and wil be deemed a public
record pursuant to the Public Records Act (Cal. Govt. Code Section 6250, et seq.).

Page 5 of 6
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It is the policy of the A-C to post final reports on the website with,in 24 hours of
issuance.

Collection of Questioned Costs

With the issuance of the final audit report after successful conclusion of due process
pursuant to State Regulations, either in full or in part, DCFS wil send a demand
letter to the Agency requesting payment in full for all unsettled disallowed costs
identified in the final audit report.

If the Agency pays in full, the audit is settled. Should the Agency fail to submit the
full amount of the final questioned costs, DCFS wil refer the Agency to TIC.

Agency Requests Repayment Plan (TENTATIVE)

If the Agency requests a repayment plan or if the Agency fails to remit the full
amount of the disallowed costs, DCFS wil refer the Agency to TIC who wil
establish an account and send routine billngs, notices and collection information to
the Agency and DCFS. TIC may refer the collection to an outside collection
agency as necessary. If the debt is determined to be uncollectable by TIC, they wil
return the referral to DCFS.

ACHSA Funding Audits - Attachment I
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